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Much of Sub-Saharan Africa's post-independence macroeconomic history has been characterized by boom-bust cycles. Growth accelerations have been common, but short lived. Weak policy formulation and implementation led to large external and fiscal imbalances, excessive debt accumulation, volatile inflation, and sharp exchange rate fluctuations. This characterization changed, however, in the mid-1990s, when debt relief and better macroeconomic policy began to provide a source of stability that has helped sustain robust growth throughout much of the region. In resource rich countries, the process was supported over the past few years by a dramatic increase in commodity prices. But resources are only one part of the story. Growth has exhibited impressive resilience even in This paper is a product of the Poverty Reduction and Economic Management Unit, Africa Region. It is part of a larger effort by the World Bank to provide open access to its research and make a contribution to development policy discussions around the world. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The authors may be contacted at mgiugale@worldbank.org. the face of negative external shocks, as in [2008] [2009] . While the short-term outlook remains positive, over the medium term policy makers face new challenges. Several countries have the potential to greatly expand natural resource production and become major commodity exporters; volatile resource revenue will complicate their fiscal and monetary planning. Rising investor appetite for financial assets of frontier markets and the development of domestic debt markets will continue to broaden the menu of and trade-offs among financing options at a time when global interest rates may start sloping upward. Complex financing arrangements-notably for privatepublic or public-public partnerships in infrastructurewill become more common and will generate new types of fiscal commitments and contingencies. Introduction Growth in Sub-Saharan Africa ("Africa") averaged below other developing regions during the three decades following independence from colonial rule in the early 1960s. Growth was particularly weak from the mid-1970s to the mid-1990s. Africa's dismal growth performance during this period was characterized by boom-bust cycles. There were several growth surges, but few were sustained. This characterization changed, however, in the mid-1990s, when most countries in the region began to sustain robust growth rates. Since the mid-1990s, real GDP growth per capita has averaged 1.8 percent, up from -0.8 percent over the previous 20 years and just below the average of 2.0 percent for all developing countries if one excludes China and India. Moreover, the region has exhibited impressive resilience to large external shocks over the past few years. Growth held up well in the face of the dramatic surge in world fuel and food prices in 2008 and 2011, and the sharp decline in external demand in the wake of the global financial crisis.
Africa's improved growth performance is widely recognized but there is little consensus on the underlying factors. This paper examines the role of macroeconomic factors. Countries throughout much of region have made impressive gains in correcting fiscal imbalances and bringing inflation down to moderate, stable levels. Debt burdens have declined dramatically, largely due to HIPC/MDRI debt relief initiatives in many cases, leaving countries with more fiscal room to protect social spending priorities and fund growth-enhancing expenditures. Monetary and fiscal policy regimes have gained credibility, making countries less vulnerable to large exchange rate fluctuations, an important source of instability in previous periods.
The following section of the paper reviews the existing literature on the factors explaining Africa's improved growth performance since the mid-1990s. While this literature does not reach a consensus, the emergence of macroeconomic stability is a common theme. Section III examines a series of stylized facts that characterize the recent growth acceleration from a historical perspective.
Much of the discussion focuses on whether the growth acceleration has been pervasive across countries or concentrated in a few countries, commodity exporters being a prime example. Against this background, section IV discusses how common macroeconomic policy indicators-external and domestic debt, fiscal balances, inflation and exchange rates--have evolved over time. Section V draws attention to new challenges posed by major transformations underway throughout much of the region. 4 environment; favorable exogenous terms-of-trade shocks; and fixed geographical factors" (Tsangarides 2005, p. 17) , "broad institutions, macroeconomic stability, trade openness, education, and inequality-may not now be binding constraints in Africa, although the extent of ill-health, internal conflict, and societal fractionalization do stand out as problems in contemporary Africa." (Johnson, Ostry, and Subramanian 2007, p. 1) "better microeconomic policies, more prudent macroeconomic management, a more generous volume of aid-and higher prices for their exports" (The Commission on Growth and Development 2008, p. 71) . Page (2009) concludes that Africa's growth acceleration in the mid-1990s "was largely due to better macroeconomic policies" (abstract), along with "some luck" (p. 2), the latter referring to a significant improvement in the terms of trade for the many countries in the region that benefit from higher commodity prices. Beny and Cook (2009) draw a similar conclusion.
By contrast, other studies have downplayed the role of macroeconomic policy. A World Bank (2009) study claims that "infrastructure contributed to over half of Africa's improved growth performance" (p. 2). Collier (2008, iv) emphasizes the region's "high dependence upon natural resource exports, the many landlocked countries, and the high ethnic diversity of the typical state".
In sum, this literature is perhaps best summarized by an IMF (2010) report on growth in West African Economic and Monetary Union (WAEMU) countries which concludes that:
"The reasons for the growth divergence between the WAEMU and the fastest growing countries in Africa (high-growth non-oil exporters) are complex, and no single factor or simple story emerges." (p. 45)

Growth accelerations --extremely varied and episodic
Although there are some commonalities among African countries, growth experiences are also quite diverse, making it difficult to draw clear-cut conclusions for the region as a whole. This partly reflects policy differences:
"countries with very similar opportunities also have very different growth experience and outcomes, depending on the strategies pursued and the policy disposition adopted" (Ndulu et al 2007, p. 47) .
Growth in African countries has been more episodic than in other developing regions, as described by Page (2009) " (p. 4) They find that the duration of growth spells for 140 countries, 43 of which are in Sub-Saharan Africa, is positively related to macroeconomic stability among several other factors: the degree of equality of the income distribution, democratic institutions, manufactures export orientation, FDI openness, and avoidance of exchange rate overvaluation. Closely related research by Tsangarides (2012) , however, finds that the determinants of growth spells in Africa are different from other countries. Several factors--initial income, terms of trade, exchange rate undervaluation and inflation--influence the duration of growth spells for low-income countries over all, but only openness and droughts seem to only affect those for Africa. In a recent study along similar lines, IMF (2013) garners support for the importance of macroeconomic stability:
"LICs have achieved strong growth without building macroeconomic imbalances-as reflected in declining inflation, more competitive exchange rates, and appreciably lower public and external debt accumulation " (p. 97) noting that "recent takeoffs are associated with a faster pace of implementing productivity-enhancing structural reforms and strengthening institutions" (p. 97).
The role of resources --blessing or curse?
Large swings in world commodity prices pose a major challenge to net commodity importers and exporters alike. Resources account for a significant share of exports in close to half of African countries. Several more countries are poised to become significant resource exporters in the near 7 future (IMF 2012a, p. ix and p. 97) . One might expect that the dramatic rise in commodity prices over the past few years would boost growth in resource rich countries. However, the historical record is not so clear cut. In a series of seminal papers, Warner (1995 and 2001) observed that resource-rich countries have tended to growth more slowly than other countries. Collier and Goderis (2007) argue that increases in commodity prices boost output in the short run (through the improved terms of trade channel) but tend to have adverse consequences over the longer term by impeding the development of governance and sound institutions needed to manage the resource wealth effectively and advance a development agenda more generally. The empirical evidence on the "resource curse" hypothesis is mixed. A recent IMF (2012a) study finds that countries highly dependent on resource revenues have experienced significantly higher volatility in exports, revenue, and non-resource GDP growth. Mehlum, Moene, and Torvik (2006) and Arezki and van der Ploeg (2007) find that the quality of institutions and openness to trade determine whether resources impede or enhance growth.
In contrast, Cavalcanti, Mohaddes, and Raissi (2011) find that oil abundance has had a net positive effect on income levels and growth and hence has been more of a blessing than a curse.
2 Similarly, Smith (2013) finds that resource wealth tends to raise GDP per capita but erodes democratic institutions. Moreover, McMahan and Moreira (2013) show that low-and lower-middle countries highly dependent on mining revenues have posted higher growth rates that other countries over the past two decades, even in cases where governance indicators are weak.
Dutch disease plays a central role in the debate. Resource development can lead to a large real exchange rate appreciation and thereby undermine competitiveness of the non-resource tradable
sector. An important element of the argument is that the development of a vibrant, diversified nonresource export sector is critical for sustaining growth over the longer term (especially where resources are being depleted over a relatively short horizon). The proposition that export-led growth is critical for sustained growth spurts is controversial. Yang (2008) finds that higher growth often precedes an expansion in the export sector, which brings into question the direction of causation. Collier and Goderis (2008) find that, although exchange rate appreciations have a statistically significant effect on growth, it is only a minor part of the overall explanation. They argue that macroeconomic volatility plays a more important role. Recent experience does not indicate that 8 higher commodity prices tend to appreciate the real exchange rate in resource-rich countries (IMF 2012a). On the broader issue of diversification, Papageorgiou and Spatafora (2012) contend that a lack of diversification in low-income countries increases their exposure to adverse external shocks.
Their cross-country evidence shows that less diversified low-income countries tend to experience more volatility in their terms of trade and output. However, they do not find a systematic relationship between export diversification and growth.
Policy responses to external shocks
Collier (2008) 
Stylized Facts
Africa's growth experience is often characterized with reference to three sub-periods. Rapid growth in the first 13 years following independence , was followed by a 20-year period when per capita real GDP declined by 0.8 percent per year on average (Table 1) . Growth then recovered in the mid-1990s, averaging 1.8 percent over the past 18 years (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) (2011) (2012) and is projected to increase to 2.5 percent over the next few years (2013-15). 
Cross-Regional Perspective
Africa's "U-shaped" growth history was shared by most other developing regions. The East Asia and Pacific region is an exception. Growth increased over time largely due to a sustained growth surge, initially in China beginning in the early 1970s and then in India beginning in the early 1990s. The differential between GDP growth per capita across all developing countries and that in Africa widened from about one percentage point over the first sub-period 1961-73 to about two percentage points over the two subsequent sub-periods (Table 1) . A different picture emerges, however, when China and India are excluded from the calculations. The differential begins to narrow in the 1970s and almost disappears by the early 1990s (Figure 2 ). Since the early 1990s, trend growth in Africa has been very similar to that in all developing countries if one excludes China and India. 
Cross-Country Perspective
Much of the literature has focused on explaining differences in growth outcomes within the region using attributes such as:
• geographic disadvantages (landlocked versus coastal countries) 4 ;
• commodity exporters versus importers (mainly metals, oil and other minerals); and
• fragile states (countries in conflict / post-conflict).
We consider each of these in turn.
4 Collier (2008) lists the relatively large number of landlocked countries as being one explanation for Africa's lower average growth rate compared to other developing regions. 
Geography --landlocked countries have outperformed coastal countries
Trend growth in landlocked countries was well below that in coastal countries during the 1960s, but the relationship reversed in about the mid-1990s ( Figure 3 ). Growth in landlocked countries has outperformed that in coasted countries by over 1.5 percentage points over the past five years. 
Commodity exporters have prospered but the gains are concentrated in just a few countries
The surge in world commodity prices beginning in the mid-2000s ( Figure 4 ) is generally thought to be a major factor sustaining high growth in the region. Resources dominate export revenues in 20 of 45 countries in the region, 7 of which are classified as major oil exporters (Angola, Cameroon, Chad, Equatorial Guinea, Gabon, Nigeria, and the Republic of Congo). 5 The other 13 resource-rich countries receive more than 25 percent of export receipts from other minerals and metals.
5 Defined as countries where oil revenues account for over 20 percent of total revenues (excluding grants) (IMF 2012a, Box 3.1). 6 Nigeria accounts for almost three quarters of the total population in the oil exporting countries group in 2012. Similarly, three countries-Ghana, the DRC and Tanzania--account for 60 percent of the population in the nonoil resource-rich country group. 7 Our analysis is based on the World Bank definition of a "fragile state" as a low income country or territory, IDA eligible (including those countries which may currently be in arrears), with a CPIA score of 3.2 or below. 8 Sierra Leone and Liberia resumed iron ore mining in 2011; the DRC has recently agreed to a number of joint ventures that will expand production of copper and cobalt substantially. 
The U-shaped growth pattern has been pervasive across countries
The dispersion of trend growth rates across countries has been fairly stable over time (measured by the distance between the lower and upper quartiles in Figure 9 ). In the 1990s, growth exceeded 4 percent in four countries each year while over 20 countries registered declines. Over the past few years, growth has exceeded 4 percent in ten or more countries each year while only a few countries registered declines. 
Output has become less volatile
The growth acceleration in the mid-1990s coincides with a decline in output volatility. From the cross-regional perspective, the standard deviation of growth rates in Sub-Saharan Africa (SSA) has declined substantially but remains higher than in other developing regions, with the exception of East Asia and Pacific (EAP) (Figure 11 , left panel). By contrast, the amount of variation in the output gap (the deviation in output from its trend level) in Sub-Saharan Africa is lower than in most other regions ( Figure 11 , right panel). From the cross-country perspective, the decline in volatility has been pervasive across most of the region. The standard deviation of growth rates has declined in all but 8 
Cross-Country Growth Regressions
In an effort to bring together some of the issues outlined above, we examined a few simple crosscountry regressions to determine which of the factors can best explain the recent growth acceleration in the mid-1990s. The regressions have of the general form:
where the dependent variable τ i is the average per capita growth rate over the period 1995-2012 for country "i", X i is a vector of explanatory variables, Z i is a vector of binary variables corresponding to various country groupings and ε i is a random error term. Explanatory variables included growth and level measures of initial conditions and volatility:
• initial conditions:
9 Countries with greater growth accelerations did not exhibit either more or less output volatility, on the whole. The cross-country correlation between the change in trend growth between 1994 and 2012 and the change in volatility over the two sub-periods is essentially zero. 1960-1974 1975-1994 1995-2012 Growth rates (percentage point deviation from trend) 1960-1974 1975-1994 1995-2012 Output gaps (percent deviation from trend) − growth: average per capita GDP growth rate over the period 1974-1994; − level: real per capita in 1994;
• volatility:
− level: standard deviation of output gap over periods 1995-2012 versus 1973- Table 2 ). The level versus growth rate distinction is important for volatility-countries with larger output gaps tended to growth slower whereas those with larger fluctuations in growth rates tended to growth faster. In sum, the regression results suggest that volatility, oil wealth and conflict have had an important influence on cross-country growth outcomes since the mid-1990s. 
IV. Macroeconomic Policy over the Historical Period
This section of the paper examines how macroeconomic policies in the region have evolved over the past few decades by focusing on key macroeconomic variables-debt burdens, fiscal balances, inflation rates and exchange rates. The analysis above focuses on external debt (obligations incurred to non-residents) and hence does not include domestic debt (public sector obligations to domestic residents). 12 Data limitations prevent us from examining the evolution of public debt (public sector obligations to domestic and foreign residents) over the past few decades. As mentioned earlier, the dramatic decline in debt levels beginning in the early 2000s was largely due to the HPIC and MDRI debt relief initiatives. 14 In most cases, debt burdens have not 12 External debt also includes obligations incurred by the private sector to nonresidents. However, the amount of private external debt has not significant for most countries in the region, except South Africa. 13 Only five countries in the region provide data on government debt from 1980, 18 from 1990 and 40 from 2000. 14 28 of the 44 countries in our sample benefited from HIPC and MDRI debt relief. increased significantly after debt relief was granted. 15 The Gambia, São Tomé and Príncipe, Guinea
Bissau, Ghana and Malawi are exemptions. Debt-to-GDP ratios increased in all five countries and now exceed 50 percent (Figure 14) . However, modest primary surpluses and strong growth are projected to reduce their debt burdens significantly (Table 3) 
Percent of GDP
Large fiscal imbalances have narrowed significantly
Once again, data limitations prevent us from examining the evolution of fiscal balances over the past few decades. 
Oil exporters
Inflation has come down to moderate, stable levels
Inflation surged in the early 1970s, fueled by the oil price shocks, and then became endemic throughout much of the region. In many cases, this was due to pressures on monetary authorities to provide inflationary finance in an effort to contain large fiscal imbalances and mounting debt levels.
From 1980 to the mid-1990s, half of the countries experienced double-digit inflation. Inflation exceeded 20 percent in one of every four countries.
Given that the CFA franc was fixed to the French franc up until the introduction of the euro in 1999, inflationary conditions in the CFA franc zone largely reflected those in France (and later the euro area). 17 In France, inflation declined from 13 percent in the early 1980s to below 3 percent by the end of the decade. The pace of disinflation was even more rapid in the CFA franc zone, declining to around zero up until 1994 when the CFA franc was devalued. The mean inflation rate in the zone has been relatively stable thereafter averaging close to 3 percent ( Figure 17 ). Aside from the devaluation in 1994, the fixed exchange rate regime has been effective in providing monetary stability to members of the zone. Baldini and Ribero (2008) point out that in addition to providing a nominal anchor to member countries, the CFA monetary union also restricts domestic debt issuance making fiscal dominance less likely. 
Assessments of economic management show improvement since 2005
The World Data limitations prevent us from examining real effective exchange rates from a historical perspective. Data for real effective exchange rates are only available for 17 of the 46 countries in the region prior to 2000. 22 Gollwitzer (2010) finds that African countries with better budgetary institutions tend to have lower external debt burdens. The quality of budgetary institutions is measured using an index that takes into account the planning, approval and implementation aspects of the budget process. The economic management cluster was found to be statistically significant in cross-country growth regressions (Table 4, The three components of the economic management cluster each become insignificant when entered simultaneously (regression [7] ), indicating that they are highly collinear making it difficult to disentangle their separate influences. 23 Note that the regression results reported in Table 4 are generated using IDA-eligible African countries (where CPIA ratings are available) whereas those reported in Table 3 are based on all African countries. 
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The same goes for the three clusters (regression [8] ). 24 By contrast, macro policy outcomes such as average inflation rates and external debt burdens were not found to be statistically significant.
We also found little evidence that countries with higher investment rates tended to grow faster. (Go and Page 2008, xix) Several countries in the region have the potential to greatly expand natural resource production and become major commodity exporters. This transformation, along with rising investor interest in frontier markets and the development of domestic debt markets, will likely broaden the menu of financing options, presenting policy makers with new challenges.
Development of Natural Resources
Africa has had great potential to develop its plentiful resources for some time. Until the early 1990s, most countries in the region were unable to attract the private sector investment needed to explore and develop such resources. This reflected several major shortcomings, including weak institutions and governance issues, along with capacity constraints. Uncertainty stemming from the enforcement of property rights, political instability, civil wars and large fiscal imbalances fueled investor concerns about appropriation of major investments. Gradual progress in those areas, along with high commodity prices over the past few years, has sparked investor interest in resource development.
Recent discoveries and major investments to exploit proven reserves have already had a major impact on the economic outlook in several countries. There is ample scope for further expansion throughout much of the region. Technological innovations in exploration and extraction have improved the probability of discovering viable reserves. Since Africa is the least explored continent it has greater potential for discovering vast resources (Collier 2011) . Exploration results to date are encouraging.
Broader Financing Options
While only a handful of African countries play an active role in frontier markets, this segment of the global capital market is evolving quickly. Prospects for a major expansion in resource wealth throughout the region could accelerate the process. Major resource projects often require developing the supporting public infrastructure, especially in electricity and transport sectors vital for uninterrupted production and for moving products to markets efficiently. In many cases, investment in major resource projects and supporting infrastructure are planned, implemented and financed jointly.
A few countries have been able to tap the Eurobond market, most for the first time. Aside from South Africa, which has had frequent access to the international capital markets for some time, three countries issued inaugural Eurobonds in 2006-07 (Table 5 ). There was no further issuance in 2008-09 as investors' appetite for risk diminished during the global financial crisis. Investor interest was renewed in 2010 as record-low yields on benchmark sovereign bonds (mainly US treasuries and German bunds) spawned a search for yield. Eight African countries have issued Eurobonds since 2010. Kenya is planning to launch a debut Eurobond later this year, expected to be in the $500 million to $1 billion range. After making a $1 billion private placement last year, Angola is planning a $1 billion Eurobond issue later this year. Nigeria and Ghana are also planning $1 billion Eurobond issues later this year. Senegal is planning a $500 million ten-year Eurobond issue later this year.
Uganda has indicated interest in issuing a Eurobond in the next two to three years.
Table 5: Recent Eurobond Issues by African countries
Governments in many countries have been able to meet a growing portion of their financing needs in domestic markets. For example, domestic debt exceeds 20 percent of GDP in Mauritius, the Gambia, Malawi and Kenya (Figure 24 ). In the case of Nigeria, external debt burden declined sharply 
Managing the Risks
The development of domestic debt markets provides several potential benefits, but not without risks.
Reliable access to a wider range of domestic debt instruments provides a broader set of financing options. The ability to issue debt denominated in domestic currency reduces foreign currency
exposures. An active debt issuance program in the domestic market can expand the investor base and help build a benchmark yield curve to facilitate corporate and subnational debt issuance. Domestic currency bonds with long maturities enable institutional investors (pension funds and insurance companies) to manage their liabilities more effectively. While a few countries in the region have been able to issue medium-and long-term debt maturities, issuance for the most part has been confined to short-term maturities (mainly treasury bills). Refinancing risk is therefore a concern, especially where the investor base has limited capacity (predominantly commercial banks in many cases). The current search for yield in global capital markets has enticed investors to seek out high yields in frontier markets, in compensation for the exchange rate exposure and default risk. Foreign participation in domestic debt markets serves to broaden the investor base but only to the extent that it can be accessed in good times and bad. 26 The recent global credit cycle provides a fresh reminder of how the search for yield can lead investors to underprice risk, which often leads to a sharp correction. Countries with a history of political instability and civil conflict are especially susceptible to sudden swings in investor confidence.
There are some early signs that such a correction might not be too far away. Suggestions that the US Federal Reserve might begin to curtail the pace of its purchases of agency and treasury debt sooner than envisaged by markets have led to a 100 basis point increase in the 10-year US treasury yield between May and August 2013. Higher yields on benchmark bonds have in turn led investors to reassess the pricing of risky assets, putting downward pressure on equity prices and currencies in emerging and frontier markets, notably in India, Indonesia and South Africa.
Complex financing arrangements will make it harder to manage the risks effectively. Privatepublic partnerships (PPPs) provide an additional source of funding for much-needed public infrastructure projects. The financing arrangements often have complex debt / equity characteristics, including special tax treatment for capital expenses and in some cases explicit or implicit claims on future resource revenues. Such claims serve as collateral to secure future debt service and represent a contingent liability for the government.
The complexity of PPP financing agreements varies greatly across projects. Most countries currently lack the legal and financial expertise required to assess the risks effectively and negotiate agreements that support their long-term policy objectives. For example, creditors are generally more able to diversify across a much broader scope of projects and hence should be willing to cover 26 In this context "domestic" debt refers to the jurisdiction of issuance, not the residency of the creditor (the convention used in the balance of payments).
downside losses in exchange for upside gains. On the other side, governments should be willing to forego upside gains and limit downside losses to ensure that adverse outcomes do not undermine debt sustainability. The contingent nature of the sovereign's liability complicates debt sustainability assessments. Public disclosure of accurate, timely information, including analysis of contingent liabilities, would help ensure that the risks are well understood by official and private sector creditors.
Volatile resource revenues complicate fiscal planning but also provide scope for precautionary saving. Countries undergoing a major expansion in the resource sector will need to reorient the macroeconomic policy framework to address the volatile nature of resource revenues and absorptive capacity constraints. Technical assistance can play a valuable role in helping countries make the transition in a pre-emptive manner. 27 Monetary and fiscal policy coordination is vital to ensure that domestic spending can be absorbed without fueling inflationary pressures and that an overvalued currency does not undermine the competiveness of non-resource tradable sectors.
Initiatives to promote diversification of the export and production base merit a high priority in the policy agenda.
Governance also plays a pivotal role. Building sound institutions is essential to instill investor confidence in the rule of law and protection of property rights, a major concern for long-term equity investments. Major legal and regulatory reforms are needed to ensure that extraction rights maximize resource revenues. Developing capacity for public financial management and achieving compliance with the Extractive Industries Transparency Initiative would help ensure that resource revenues are monitored in a transparent manner.
Foreign asset accumulation provides a mechanism to decouple resource revenue flows and domestic spending. Resource revenues saved during expansions and spent during contractions would enhance macroeconomic stabilization and also improve the efficiency of public investments.
Channeling spending to contractionary periods would reduce factor costs and mitigate capacity constraints. Holding financial assets in foreign currency implies that more export receipts are exchanged for domestic currency during contractions and less during expansions, alleviating 27 For a comprehensive review of how the macroeconomic policy framework can be tailored to meet the special needs of resource-rich developing countries, see IMF (2012c IMF ( , 2012d One can argue that holding foreign assets is suboptimal, given the high potential social and economic returns from social spending priorities and growth-enhancing expenditures. Inadequate public infrastructure is a serious bottleneck throughout much of the region, constraining productivity of private investment in non-resource sectors and undermining long-term growth prospects.
Improving public infrastructure, especially in electricity and transport sectors, can also alleviate capacity constraints and support the development of the non-resource sector, by moderating the potential for Dutch disease. 28 The historical record indicates that public infrastructure projects often do not generate the benefits projected at the planning stage, especially in countries with weak institutions and limited managing capacity. Capacity constraints limit how quickly public investment can be scaled up. Projects need to be implemented at a measured pace taking into the prospective impact on inflation and the exchange rate as well as the administrative capacity for managing and implementing projects efficiently. 29 Foreign assets also provide a contingent source of funding for existing and planned projects.
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Although the region as a whole has tremendous potential for developing resources, this is not assured for individual countries. Many countries currently face declining resource revenues due to depleting oil resources. Net oil export revenues are expected to decline significantly over the next five years in the top six oil-producing countries (Figure 25 ). 31 Intergenerational equity plays a central role 28 An empirical study by Calderón (2009) 
VI. Conclusions
To recap, poor macroeconomic policy management was a source of instability throughout the 1970s and 1980s. Policy makers were often unable to put in place and follow through on a credible mediumterm fiscal plan. Fiscal imbalances mounted following adverse shocks. Insufficient action was taken to correct imbalances during expansions. Debt accumulated to excessive levels. Monetary policy became dominated by inflationary finance considerations, resulting in high and volatile inflation.
Countries facing large fiscal imbalances, heavy debt burdens and excessive money growth were vulnerable to large exchange rate devaluations/depreciations, which in turn added to inflationary pressures. Macroeconomic instability created an adverse environment for attracting private investment and developing a diverse export sector, undermining long-term growth prospects.
The mid-1990s marked a turning point in many countries. Policy makers began to address the large fiscal imbalances and take measures to curtail inflationary pressures. Steady progress on both monetary and fiscal policy fronts, along with HIPC/MDRI debt relief initiatives, put countries in a stronger position to weather the large external shocks encountered over the past few years. Policy responses, for the most part, have been effective in preserving macroeconomic stability, which has helped sustain robust growth throughout much of the region.
Despite the impressive gains in macroeconomic policy performance, it would be premature to conclude that boom-bust cycles are a thing of the past. At the current juncture, a continued slowdown in key emerging market economies (China in particular) poses a significant downside risk for countries highly dependent on resource revenues. Policy makers in those countries need to carefully consider the potential repercussions of lower resource revenues, perhaps for an extended period, and develop contingency plans in a preemptive manner. Policy makers also need to recognize that the search for yield is not be a permanent feature of global capital markets. Benchmark bond yields have been abnormally low for some time. While the timing is uncertain, the transition to historical norms is inevitable and will likely entail re-pricing of risky assets. Higher benchmark yields and the possibility of wider spreads on sovereign debt issued by frontier markets need to be reflected in countries' borrowing strategies.
Appendix: Large External Imbalances Stemming from Mining Projects -Four Examples
This appendix examines four countries-Sierra Leone, Guinea, Mozambique and Niger--where foreign investment on major mining projects has resulted in large current account deficits. High expenditures on imported capital goods during the construction phase of major projects worsen the current account. In many cases, foreign direct investment finances most of the investment outlays, having relatively minor implications for external debt. The projected expansion in export capacity improves the current account over the medium term and the debt sustainability outlook.
Sierra Leone recorded a current account deficit that exceeded 50 percent of GDP in 2011.
This was mainly due to imported capital goods used to expand mining production 
